SEPTEMBER 23 
1952 


Volume XX Number 42 


Os” 


“.. NOR SHALL PRIVATE PROPERTY BE TAKEN FOR 
PUBLIC USE, WITHOUT JUST COMPENSATION” 


attacked it time and time again from the standpoint that it has always in- 

tensified and perpetuated the condition it tried to correct. Rent control 
intensifies the demand for dwelling units, first, because it encourages the in- 
efficient use of space and, second, because the demand for any item always 
increases as its price decreases. When rents are held below their normal level, 
the demand for rental units necessarily goes up. It also intensifies the situation 
by shrinking the supply of existing rental dwelling units. The period from 1940 
to 1950 has seen the greatest disappearance of existing rental dwelling units we 
have ever had in the United States ina similar period. Owners who formerly 
rented their units to others have been so dissatisfied with the returns available 
under rent control that they have taken their properties off the market and have 
sold them to tenants who could not find places for rent. 


_ HERE are many valid arguments against rent control. In the past I have 


Rent control has perpetuated the situation it tried to correct by preventing 
adequate new additions to the supply of rental housing. Under rent control, very 
few dwelling units are built for rent under private initiative. In 1927, approxi- 
mately 44% of all dwelling units built in the United States were built for rent. So 
far this year, if we exclude slum clearance projects built by the Federal govern- 
ment and apartment developments insured for practically their entire cost by the 
FHA, about 25% of the dwelling units built in the United States have been built 
for rent. For further statistical proof of these conditions see “Ten Years of Rent 
Control ”* and “Why Does the Housing Shortage Persist?” . 


I am now attacking rent control as the most flagrant departure from American 
traditions, a departure so radical that if by any chance it should ever be sustained 
by the United States Supreme Court (except as a war emergency measure), I would 
feel that the last bulwark of freedom was gone and that the period of the rule of 
law in the United States was over. 


I am fundamentally opposed to rent control because it forces one group of 


citizens to subsidize another group, the first group not selected on the basis of 
its ability to pay, nor the second group selected on the basis of its need. In 
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addition, the members of the second group are given a vested interest in the sub- 
eid 


sidies paid by the first group, as they cannot be taken away from them except by 
the decision of a government bureau after an appeal has been filed. 


rowner Phelan (vice president of the St. Louis Union Trust Company) wrote 
. a Welfare State is impossible under a constitutional government 
of limited and defined powers. Therefore, if the Welfare State is to supersede 
the traditional American form of government, the Constitution must be destroyed. 
But the people must not be allowed to realize that it is being destroyed. There- 
fore, its substance must be whittled away while the form is still retained. ” ‘ 


recently 


During the past 20-odd years the whittling has continued and the chips are now 
knee-deep. We have seen many of the original meanings placed in the Constitution 
as safeguards to our liberties changed by devious interpretations, until today much 
of our economic activity is on a semisocialized basis. 


| would certainly agree with Senator Taft that the one fundamental issue in 
the present Presidential campaign is not official corruption, although that is 
certainly important; it is primarily a theory of government. The issue is the 
choice between individual liberty, protected and limited by law, and a paternalistic 
government, believing that the individual must be subservient to the State; or, 
as Senator Taft put it in his speech in Springfield, Ohio, the fundamental issue is 
“resumption and continuation of progress under the free American way of life as 
opposed to the alleged advances to be obtained by surrendering our money and 
our freedom tothe tender mercies of an all-powerfuland arbitrary government. ” . 


Prior to the adoption of the sixteenth amendment to the Constitution in 1913 
providing for the levying of an income tax, the Constitution prohibited any “capi- 
tation or other direct tax. . . unless in proportion to the census or enumeration 
hereinbefore directed to be taken.*®® After 1913, however, the principle of taxation 
based on ability to pay became firmly imbedded in our economy, and the pro- 
gressive income tax has become more and more “progressive. ” 


rhe progressive income tax, although it has gone to great extremes in penal- 
izing the rich, recognizes the general principle of taxation in accordance with the 
ability to pay, and I doubt very seriously whether there is any possibility that we 
in the United States would go back to the original provisions of the Constitution 
requiring that all Federal taxation be levied only in proportion to population. 


I have no particular quarrel with taxation based on ability to pay, although it 
does present a real problem in that representation in the Congress is on the basis 
of population and the right to appropriate funds rests with this legislative body. 
When a sizable percentage of the revenue of the United States is derived from a 
limited number of sources, there is always the tendency for the general public to 
believe that it can vote funds for many projects where it will not bear the greater 
part of the cost 




















This could probably be illustrated by assuming a club with 100 members repre- 
senting a cross section of the population. Suppose the assessment of dues in this 
club were on the basis of the ability to pay, while the determination of assessments 
and expenditures were dependent on a majority vote of all members of the club. 
Of course, I realize that such a club has never existed and could not exist, but if 
it could, there would certainly be a tendency in this sort of an organization for the 
members with smaller incomes to vote higher and higher progressive assessments 
to be spent on projects which would benefit the low-income members, and which 
would be paid for by the high-income members. In this hypothetical club the inevi- 
table result in a short time would be the resignation of the high-income members. 
The group then with the next highest incomes would be forced by the majority of 
low-income members to carry the greater part of the load, and they, in turn, would 
resign. This process would continue until the club consisted primarily of low- 
income members who would be forced to pay an amount sufficient to take care of the 
expenditures they authorized. Under these conditions the club would lose its 
appeal to the low-income members and would probably cease to exist. 


In an economy it is impossible for the higher income groups to resign their 
membership, but it certainly weakens the incentive that they would otherwise 
have to increase their earnings. In the long run, I believe that a very high pro- 
gressive tax rate would cost the public more than it costs the high-income in- 
dividual in that it would lower the incentives which would otherwise tend to cause 
him to increase productive capacity. 


Be that as it may, the progressive income tax with its advantages and disad- 
vantages is here to stay, but rent control goes one step further. It forces one 
group to subsidize a second group without relationship to the ability to pay on the part 
of the one group, or the need of subsidizing on the part of the second group. A widow 
may have her entire savings in a duplex, living in one unit herself and renting 
out the other unit. If the rental on the rented unit is frozen below the amount 
she could secure ina free market, the difference is the subsidy which she is in- 
voluntarily being forced to pay toher tenant. The income from this property may 
be her only source of income. The tenant whom she subsidizes may have an in- 
come many times the income of his landlady. 


If, through bureaucratic legislation, we establish the principle in the United 
States that one group of citizens entirely apart from its ability to pay can be 
forced to subsidize a second group without any relationship whatever to its need, 
we have then lost the basic protection which democratic governments have given 
their citizens. The fifth amendment to the Constitution, a part of the Bill of 
Rights, which 5 of the 13 States insisted be added as a condition of their ratifica- 
tion, provided that private property shall not “be taken for public use, without 
just compensation. ” 


If a tenant renting a piece of property below its fair return is actually in 
need and unable to pay an economic rent, this then should be the responsibility 

















of the community and not of a private landlord. If a subsidy must be paid, the 
subsidy should come from the common purse and not from the purse of the indi- 
vidual unfortunate enough to own the particular frozen unit in question. To require 
an individual landlord to subsidize his tenant is certainly taking private property 
for public use without just compensation. 





‘The fifth amendment to the Constitution of the United States, a part of the Bill 
of Rights. 

2“As 1 See - Ten Years of Rent Control, ” Volume XXI, Number 6, published 
by Roy Wenzlick &Co. 

3“As I See It - Why Does the Housing Shortage Persist?” Volume XXI, Number 35, 
published by Roy Wenzlick &Co. 

4St. Louis Union Trust Company Letter, June 1952. 

> Speech by Robert A. Taft, Springfield, Ohio, September 17, 1952. 

6 article I, Section 9, Constitution of the United States of America. 
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